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Have you ever heard the old tax adage: It's not how much money you
make, it's how much you keep? That saying could explain why your
neighbor who earns approximately the same salary as you appears to be
doing better financially.

He or she just may be more fiscally fit.

Exercising tax savvy can make a major difference in your economic
health. Even if you have very simple finances, you should take advantage
of proven approaches for trimming your tax bill.

Although my presentation is tailored to a general audience, I'll be happy
to answer specific questions when I am through. [OPTIONAL: The points
I'll be making today are very technical, but don't worry about taking
notes. I'll hand out a brochure* that summarizes my remarks].

Let's start with a few basics. The tax rates for ordinary income remain
at 15 percent, 28 percent, 31 percent, 36 percent, and 39.6 percent.
Each exemption you claim in 1995 is worth $2,500, up $50 from last
year. You may claim an exemption for yourself and any member of your
family who qualifies as your "dependent." However, be aware that the

*To order the brochure, 2 0 Ways to Reduce Your Taxes: A CPA's Guide to Financial Fitness, which
highlights the points made in this speech, call the AICPA Order Department at 1-800-862-4272 and
request product #889536. The cost is $24/100.

-2amount of your adjusted gross income, or AGI, may affect the dollar value
of your exemptions. Your exemption deduction is phased out after your
AGI exceeds threshold amounts, as follows: $114,700 for single filers,
$172,050 for joint filers and surviving spouses, $143,350 for those filing
as heads of households, and $86,025 for married couples filing
separately. For every $2,500 -- or $1,250 if married filing separately -or fraction thereof, of adjusted gross income above these amounts, you
must reduce your exemptions by 2 percent.

The ceiling for withholding Social Security taxes was raised to $61,200
in 1995. However, the tax rate for Social Security remains unchanged
at 6.2 percent. In addition, the Medicare portion of FICA taxes remains
at 1.45 percent for employers and employees. Self-employed individuals
pay 15.3 percent on amounts up to $61,200, and 2.9 percent on
anything above that amount.

While we're on the subject, you should know that there are tw o new
developments regarding Social Security. To claim children as dependents,
they now must have Social Security numbers -- this provision also

-3includes newborns. Remember, you must also include a Social Security
number when reporting investment income for your child on your own tax
return.

The other requirement is commonly referred to as the "nanny tax." The
threshold at which you must pay Social Security tax for your domestic
help has increased from $50 per quarter to $1,000 per year. The change
helps ease the paperwork burden associated with having household
employees.

For those eligible for a tax credit, you should be aware that the credit for
low-income workers has increased. For 1995, the earned income credit
can be as much as $2,094 if you have one qualifying child, $3,110 if you
have more than one child, and $314 if you do not have a child.

However, the credit for dependent care remains the same. The credit
equals 20 percent to 30 percent of the amount you pay for care,
depending on your income level. The maximum amount of expenses to
which the credit may be applied is $2,400 for one dependent, and

-4$4,800 for tw o or more dependents.

To be eligible, you must maintain

a household for a dependent under age 13, or any other person, including
a spouse, who is physically or mentally incapable of caring for himself or
herself.

Before you begin any year-end tax planning, you need a general tax
planning strategy. There are tw o options: 1) defer income and accelerate
deductions, or 2) accelerate income and defer deductions. Here's how
to determine which basic tax strategy will work best for you in 1995. If
you expect to earn less income in 1996 than in 1995, or if you expect to
earn approximately the same amount of income in 1996 as you did in
1995, you should defer income and accelerate deductions. For example,
you could defer income by purchasing investments that don't mature until
next y e a r... and accelerate deductions by making charitable donations in
December rather than in January.

If you are in a low tax bracket this year and expect to be in a higher one
in 1996, you should reverse the strategy -- accelerate income to 1995
and defer deductions until 1996. To accelerate income, you may want

-5to liquidate profitable personal investments before year end. To defer
deductions, just postpone your charitable donations until after January 1.

After you have determined your basic strategy, the next exercise is to
take practical steps for lowering your taxable income. An excellent way
to shield income from taxes is to contribute to a qualified retirement plan.

Before choosing any other tax-advantaged program, make sure you have
contributed the maximum amount to your employer's qualified retirement
program -- for example, your company's 401 (k) plan. Contributions to a
401 (k) are made with pretax dollars that reduce your gross income while
allowing you to accumulate tax-deferred savings. What's more, in many
cases, employers will match all or at least a portion of your contribution.
For 1995, you can contribute and deduct up to $9,240 to a 401 (k) plan.
To lessen your tax burden, consider making the maximum contribution.

Another possibility is establishing an individual retirement account, or IRA.
Although anyone can make an IRA contribution, not everyone can qualify
for the deduction of the contribution amount. Let me review the rules.

-6If you and your spouse are not active participants in an employer's
retirement plan, you may be able to deduct IRA contributions.

The

contribution limits are $2,000 if you are single; $4,000 if you're married
and both you and your spouse work; and $2,250 if you're married and
only one spouse works.

If you are an active participant in a qualified retirement plan, you still may
be able to deduct an IRA contribution, depending on your income. Singles
with AGI's under $25,000 and married couples with AGI's under
$40,000 may take a full deduction. Singles with AGI's between $25,000
and $35,000, and married couples with AGI's between $40,000 and
$50,000 may be eligible for partial deductions.

Singles lose the

deduction after their AGI reaches $35,000, and married couples lose the
deduction after their AGI reaches $50,000. Even if you don't qualify for
the tax deduction, you still should consider making a nondeductible IRA
contribution. Money in an IRA grows tax-deferred until withdrawn.

A popular retirement vehicle for self-employed individuals is a Keogh plan.
Keoghs are available to individuals with any amount of self-employment

-7income. Generally, if you qualify, you may contribute and deduct up to
25 percent of your net self-employment income, or $30,000, whichever
is less, to a qualified plan.

Now I'd like to discuss ways to lower your tax liability by shifting income
to family members. The key to family tax planning is your child's age.
Unearned, or investment, income of a child below the age of 14 is taxed
at the parents' top marginal tax rate. This rule is called the kiddie tax.
However, you still can shift up to $1,300 of unearned income a year to
a child under age 14. The first $650 is sheltered by the child's standard
deduction and the second $650 of unearned income is taxed at the
child's lower rate, usually 15 percent.

Because the kiddie tax does not apply to a child over age 14, you may
want to consider transferring money or assets to an older child. This is
a sound strategy because unearned income in excess of $650 is taxed at
the child's own rate -- usually 15 percent.

You and your spouse each can give up to $10,000 a year to a child - or

-8anyone else -- without federal gift-tax consequences.

When giving

children appreciated assets, don't sell the assets outright. Relinquish the
shares to your children instead, and any gain on a sale will be taxed at the
child's lower rate.

In addition to reducing your taxable income and maximizing your
contribution to qualified retirement plans, you may want to make the
most of financially sound investments that generate tax-free or taxdeferred income. For example, you may want to invest in tax-exempt
municipal bonds or in tax-deferred annuities, if such investments fit into
your portfolio strategy.

To illustrate the power of tax-exempt investments, consider this example:
A tax-free municipal bond returning 5 percent is the equivalent of a
taxable bond returning 6.94 percent for an investor in the 28-percent tax
bracket. For an investor in the 36-percent tax bracket, that tax-free 5percent bond would be equivalent to a taxable bond yielding 7.81
percent.

-9For those with college tuition payments on the horizon, Series EE bonds
may be a valuable tax-saving mechanism. Income from EE bonds issued
after December 31, 1989, may be totally free from federal taxes if the
proceeds are used to pay educational expenses for you, your spouse, or
your dependents and you meet certain income limits.

However, new

interest rates for bonds issued after April 30, 1995, may make EEs used
as a college-savings vehicle less desirable.

Other tax-saving opportunities exist in your capital-gains planning. There
is a difference between a short- and a long-term capital gain. If you hold
a capital asset for a year or less, any appreciation in value results in a
short-term gain, which is taxed at your highest rate. However, if you
hold a capital asset for more than a year, your gain on the appreciation is
taxed at a maximum rate of 28 percent. With the 28-percent maximum
rate on net long-term capital gains, the difference between your top
personal rate and the rate you'll pay on gains could be as large as 11.6
percent. Also, if you combine capital gains and losses and find you have
an overall net loss, you may deduct it from ordinary income -- up to a
maximum of $3,000 annually.

-10You also can offset 1995 taxable income by using itemized deductions.
However, keep in mind that you cannot itemize if your total deductions
fall below your standard deduction. For 1995, the standard deductions
are $3,900 if single; $6,550 if married, filing jointly; $5,750 for head of
household; and $3,275 for married filing separately.

When your AGI surpasses $114,700, or half that amount if you are
married filing separately, total itemized deductions are reduced by 3
percent of the amount by which AGI exceeds this limit, up to 80 percent
of otherwise itemized deductions. Keep in mind that medical expenses;
casualty, theft, and gambling losses; and investment interest are not
subject to this AGI phase out.

When itemizing, don't forget that miscellaneous expenses are only
deductible to the extent they exceed 2 percent of your AGI. To satisfy
this requirement, you may want to consider bunching deductible expenses
into alternate years.

Bunching expenses is an effective strategy for

increasing your deduction in those categories that require expenses to
exceed a certain percentage of income. Deductions that lend themselves

-11to bunching are miscellaneous itemized deductions and medical expenses.

Miscellaneous deductions generally fall into three categories - business
expenses, investment expenses, and tax-related expenses.

Qualifying

business expenses include union and professional dues, uniforms,
subscriptions to trade magazines, job-hunting expenses, unreimbursed
employee business expenses, and 50 percent of unreimbursed business
meal and entertainment costs.

For those who use credit cards for certain business purchases, here's a
tip. Some credit card interest still may be deductible depending on the
purpose of the debt and the use of the borrowed funds. For example, if
you buy business equipment for your sideline business and charge it to
your personal credit card, the related interest is a business interest
expense.

Eligible investment expenses include professional advice, appraisal fees
related to charitable property contributions, and rental fees for safedeposit boxes in which you keep stocks and bonds.

-12Finally, fees for tax-return preparation and tax-planning advice are
considered miscellaneous expenses. Fees for tax-planning advice when
couples divorce also qualify as miscellaneous expenses.

In order to deduct medical expenses, a different percentage-of-income
limit must be met. In this case, your medical expenses must exceed 7.5
percent of AGI before they become deductible. Although the 7.5-percent
threshold is a high hurdle to jump, don't assume you can't surpass it
without first tallying your expenses. Besides unreimbursed doctor and
hospital bills, a number of other expenses qualify for the deduction. For
example, the cost of eyeglasses, contact lenses, health insurance
premiums, orthopedic shoes, special schools for the handicapped,
equipment acquired for medical reasons, and transportation to and from
medical facilities may be deductible. Even services like acupuncture and
psychotherapy may qualify. The list of eligible expenses is extensive, so
be sure to do your homework or check with a CPA.

If you are self-employed, you'll be glad to know that Congress
retroactively restored the 25-percent health insurance deduction for self

-13employed individuals that had expired in December 1993. The deduction
has been made permanent and raised to 30 percent starting in 1995.

For those altruistically inclined, you generally can deduct 100 percent of
your charitable donations if you itemize, as long as the total deduction for
the year does not surpass 50 percent of your AGI. A double tax break
exists if you donate appreciated property to charity: Not only can you
deduct the fair-market value of the contribution, but also you don't have
to pay tax on the property's appreciation.

In general, a donation of

capital gain property is deductible up to 30 percent of your AGI.

When making charitable donations, keep in mind that the IRS no longer
considers a cancelled check as adequate proof of a donation of $250 or
more.

Instead, you must have a written receipt from the charitable

organization. In addition, quid pro quo contributions, that is, payments
made partly as a contribution and partly in consideration for goods and
services furnished to you by the charity, are not fully deductible. If your
quid pro quo contribution is more than $75, the charitable organization
must give you a written disclosure statement that includes a good-faith

-14estimate of the value of the goods or services you received.

If your

contribution is $75 or less, it is up to you to determine the fair-market
value.

Finally, a big tax-saver for many people is the deductibility of costs
associated with owning a home.

Mortgage interest is deductible with respect to any qualified residence.
A qualified residence includes your principal residence and one other
residence.

In addition, real estate taxes and points paid to acquire a

primary residence also are deductible. However, keep in mind that if you
refinanced your mortgage in 1995, the points you paid generally are not
fully deductible on your 1995 return.

Instead, you must deduct the

points over the life of the loan.

Interest on home equity loans of up to $100,000 remains tax-deductible.
If you have extensive credit card or consumer debt, you may want to
consider taking out a home equity loan and paying those debts, thereby
turning that non-deductible interest into a tax write-off.

-15If you are age 55 or older prior to the date of the sale of your principal
residence, you may elect to exclude up to $125,000 of the gain realized
on the sale.

Keep in mind, however, that this is a once-in-a-lifetime

exclusion -- and it applies to a married couple as well. Once-in-a-lifetime
means that you and your spouse can only claim the exclusion once. This
is how the exemption works.

If after age 55 you sell your principal

residence at a gain, you may avoid tax on profits of up to $125,000. For
those married but filing separately, the amount you may exclude is
$62,500 on each separate return. To claim this election, age, ownership,
and use tests must be met.

One final word about deductions. Should you have an abundance of tax
credits and deductions this year, you may be subject to the alternative
minimum tax, or AMT.

The alternative minimum tax ensures that a

minimum amount of tax is paid. The AMT exemption amount is $45,000
for married persons filing jointly, $33,750 for single persons and heads
of households, and $22,500 for married persons filing separately. There
is only one way to know whether or not you will be subject to the AMT - you must calculate your tax bill the regular way and the AMT way and

-16pay the higher amount.

In closing, let me say that financial fitness takes the same determination
and devotion as physical fitness. And staying fiscally fit requires keeping
abreast of tax-law changes. To ensure you're in good financial shape,
you may want to contact a CPA or other knowledgeable professional.
CPAs can offer valuable assistance when it comes to money and
investment issues.

I hope I have provided enough information for you to take that first step
toward financial fitness. Now I'll be happy to answer your questions.

# # #

Radio and Television Interview Guide To
Commonly Asked Questions on Year-End Tax Planning For 1995

1.

Have the tax rates for individuals changed?
No. The rates have not changed, but your status may have. The tax rate schedule
you use depends on your personal filing status as of the last day of 1995. There are
five filing statuses: single, married tiling jointly, married tiling separately, head of
household, and qualifying widow(er).

2.

What is my personal exemption worth in 1995?
Each exemption you claim on your 1995 tax return is worth $2,500, up $50 from
1994. Certain higher income individuals may lose part or all of the $2,500 deduction
if their adjusted gross income exceeds the threshold amount for their particular filing
status. Phase out begins at $114,700 for single individuals; $172,050 for surviving
spouses and marrieds filing jointly ($86,025 if tiling separately); and $143,350 for
heads of household.

3.

I’m self-employed, what medical deductions can I take?
The 25-percent health insurance deduction for self-employed persons, which expired
in December 1993, has been retroactively restored to that date on a permanent basis.
For 1995, the insurance deduction increases to 30 percent.

4.

What is the AMT and how do I know whether it affects me?
The Alternative Minimum Tax (AMT) is a separate tax that is triggered when
extensive deductions or credits drastically reduce your regular tax liability. The only
way to know for sure if it affects you is to calculate your tax under the regular system
and under the AMT system. Whichever sum is higher is the amount you owe.

5.

When do I need to get a Social Security number for my child?
You now must obtain a Social Security number for all children in the year they are
bom. To acquire a Social Security number for a dependent child, contact your local
Social Security Administration office.

6.

Were changes made to the Nanny Tax this year?
Yes. The threshold for withholding and paying Social Security and Medicare taxes
for household help was raised from $50 per quarter to $1,000 per year. The filing
and payment rules also have been changed.

7.

How can I lower my taxable income to avoid becoming subject to a higher tax
rate?
Retirement plans are often an effective way to lower taxable income. Consider
joining your employer’s 401(k) plan. The amount you contribute directly reduces
your taxable income. If you are not covered by a employer-sponsored pension plan,
you could make a tax-deductible Individual Retirement Account contribution. In
addition, you may want to consider transferring some of your investments from
taxable vehicles to tax-free municipal bonds.

8.

I recently moved to a different state in order to take a new job. What
moving costs can I deduct?
First, to qualify for the moving expense deduction, your new job location must be at
least 50 miles farther from your old residence than your previous job. In addition,
it’s not just how far you travel to your new job, but also how long you stay. The
rules require that you be a full-time employee for at least 39 weeks during the first 12
months after arriving at the new location. Deductible moving expenses include only
the cost of moving yourself, your family members, your household goods and
personal effects, and the cost of travel to the new residence. As long as your moving
expenses are reasonable, there is no limit to how much you can deduct for these
expenses.

9.

How much can I can contribute to a 401(k) in 1995?
The maximum contribution to a 401(k) plan for 1995 is $9,240, the same as in 1994.

10.

I’m thinking of quitting my job and working for the same company as an
independent contractor. What are the rules affecting independent contractor
status?
The IRS looks a four key factors to determine whether an individual qualifies as an
independent contractor. To qualify as an independent contractor, you: 1) must
demonstrate that you have control over your work schedule and assignments; 2) have
the ability to work for as many companies as you choose; 3) have received payment
by the job or on a straight commission basis; and 4) face the potential of making a
profit or suffering a financial loss.

11.

What is a quid pro quo charitable contribution?
Payments made partly as a charitable contribution and partly in consideration for
goods and services are called quid pro quo contributions. If your quid pro quo
contribution is more than $75, the charitable organization must give you a written
disclosure statement that includes a good-faith estimate of the value of the goods or
services you received. If your contribution is $75 or less, it is up to you to determine

the fair-market value.
12.

Can improvements I make to my home for medical reasons be deducted as a
medical expense?
Yes. The cost of improvements to your home for valid medical reasons, minus any
resulting increase in the value of your home, is deductible as a medical expense.
Remember, medical expenses are deductible only to the extent their total exceeds 7.5
percent of adjusted gross income.

13.

I pay many of my elderly father’s medical bills. Can I deduct these expenses?
If you can claim your father as a dependent, you may deduct his medical expenses as
long as his expenses, combined with your own and those of other dependents, surpass
7.5 percent of your adjusted gross income. If you find yourself approaching the 7.5percent limit, try to accelerate some expenses into this year so you will qualify for the
deduction.

14.

I’m currently covered by my company’s pension plan. Does that prevent me
from opening up a Keogh plan?
No. If you have self-employment income, even from a sideline business, you may
open a Keogh plan. However, if you want to make a contribution for 1995, your
plan must be set up on or before December 31.

15.

How much can I deduct for business use of my car?
You have the option of claiming 30 cents per mile or the actual cost of operating your
car for business purposes. Actual operating costs include gasoline, oil, repairs,
license tags, insurance, and depreciation.

16.

Will itemized deductions continue to be phased out for high-income taxpayers?
Yes. Taxpayers with adjusted gross incomes over $114,700 ($57,350 if married,
filing separately) must reduce their itemized deductions by 3 percent of the amount by
which their incomes surpass the limit. Medical expenses, investment interest, and
gambling, theft, and casualty losses are excluded from this reduction and the
maximum loss of deductions may never be more than 80 percent.

17.

Is the luxury auto excise tax still in effect?
Yes. A 10-percent excise tax is imposed on new luxury automobiles priced over
$32,000.

18.

I don’t have children. Am I eligible for the earned income credit?

Yes. 1994 was the first year in which childless workers could claim an earned
income credit. In 1995, a childless worker who meets certain eligibility requirements
and with earned income of under $9,230 is eligible. The credit is phased out as
earned income exceeds inflation-adjusted levels.
19.

How much money can my son earn from a summer job without paying income
tax?
In 1995, the first $3,900 a child earns is covered by the child’s standard deduction,
and another $2,000 can be used to make a deductible IRA contribution, making
possible total tax-free earnings of $5,900. Keep in mind, however, that an IRA is a
retirement vehicle.

20.

My fiance and I own separate homes. If we sell our current homes, can we roll
over our combined gain into a new one?
Yes, but each spouse must separately meet the deferral requirements and both parties
agree in writing to divide the gain from their old principal residences and to reduce
the basis of their new home by the deferred gain. Deferral requirements state that
you must purchase or construct and live in a new principal residence within two years
before or two years after the date you complete the sale of your old principal
residences, and the new principal residence must cost at least as much as the adjusted
sale price of your old homes.
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